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This document was prepared by the Office of
Near Eastern and South Asian Analysis and the
Office of Soviet Analysis. Questions or comments
on the issues raised in the publication should be
25X1
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PIGHTING AROUND HERAT RESUMES 25X1
A multibattalion Soviet and Afghan combat operation is
imminent in Herat, less than a month after an extensive
effort to clear the city of insurgent forces
concluded. | 25X1
25X1
A Soviet task
force composed of several armor, infantry, and
artillery companies was preparing to depart its
garrison, while an Afghan battalion had arri
Herat airfield, probably for the operations, 25X1
25X1
25X1
25X1
25X1
Kabul experienced a respite from guerrilla rocket
attacks last week, although security was still tight,
according to the US Embassy. In the Gardeyz area, US
Embassy sources report deteriorating security
conditions with a strictly enforced night curfew. | | 25X1
|a bomb at 25X1
Jalalabad airfield killed one person and wounded eleven
Afghan soldiers on 11 August. Press reports say the
insurgents caused the explosion. ‘ ‘ 25X1
25X1
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DRUG ABUSE AMONG SOVIET TROOPS | | 25X1
\ 25X1
| Soviet military commanders reassign troops 25X1
between posts more frequently than usual to disrupt
drug operations in outlying areas where drug abuse is a
problem. | | 25X1
| efforts to 25X
counter drug abuse,] | 25X
‘ continue to be handled by 25X1
local commanders. 25X1
25X1

OOMMENT: Drug smuggling by Soviet forces almost
certainly accounts for a very small portion of the
annual total of drugs produced in Afghanistan, and
Soviet soldiers have been involved in a relatively low
level of narcotics trafficking and abuse since 1979.
We cannot independently confirm any extensive Soviet
effort to reassign troops in Afghanistan to prevent
them from becoming more actively engaged in the
narcotices trade. Such an effort, moreover, would
complicate Soviet military planning and reduce troop
readiness and combat capabilities. [::::::::j 25X1

IN BRIEF 25X1
L 25X 1
i 25X1
25X1

25X1
T___W 25X1

25X1

-- The Federal Republie of Germany recently expressed
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interest in participating in the US-sponsored McCollum
program for transporting seriously wounded Afghans to
Western hospitals, according to the US Embassy in Bonn.
The West Germans already provide humanitarian aid to the
Afghan resistance through the International Committee of
the Red Cross and private voluntary organizations. In
1985 Bonn provided a total of 9 million deutsche marks--

approximately $4.32 million--to Afghan relief programs and
plans to continue this level of support. [::::::ﬁ 25X1

-- Israeli academics believe that the war in Afghanistan is
having a substantial impact on Soviet internal affairs.
They view as significant the critical comments about the

confliet that have appeared in the Soviet press. In their

view, the "internal toll" of the war may eventually cause

the USSR to "back out" of Afghanistan. [ | 25X1
-- ‘a new storage area 25X1

being constructed at a Soviet army barracks at Bagram.

The almost-completed facility, located across a ereek in

an open area, includes at least 29 ammunition

revetments. The new depot probably will replace the

ammunition dump that was heavily damaged by insurgents in

carly July. | | 25X1

_ ladditional highway security 25X1

along the Kabul-Ghazni road near Sheykhabad. 25X1
elements of a Soviet motorized rifle company--with 25X

nine BTR-60/70 armored personnel carriers and four tanks--
had set up two checkpoints near the road. These security
posts are meant to keep insurgents from returning to
ambush sites they evacuated during a recent sweep
operation by the Soviets and Afghans. 25X1
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PERSPECTIVE

AFGHANISTAN: THE PRIVATE SECTOR IN A SOCIALIST ECONOMY

Recent public statements by key Afghan regime officials
have emphasized the important role the private sector
plays in Afghanistan's nominally state-controlled
economy. The rhetoric is a sharp shift from past
announcements which concentrated on the achievements of
the public sector. We believe the regime's current
emphasis on private enterprise is motivated by economic
necessity and a desire for popular support and does not
represent any slackening of commitment to socialism on
the part of the Kabul leadership. The private sector
accounts for over 80 percent of Afghanistan's gross
domestic product and is an important source of revenue
and forcign exchange for the regime. 1In our opinion,
however, the government remains ideologically committed
to expanding the role of the public sector and will
support private enterprise only so long as it serves
its purposes. | |

The State's Role in the Economy

The state began to take a more active role in
Afghanistan's traditional private-sector economy in the
late 1950s under the guidance of Mohammad Daoud. As
Prime Minister in the 1950s and 1960s, Daoud tried to
encourage modernization and the development of
Afghanistan's industrial base through the formation of
state enterprises in the industrial sector--mainly
heavy industries based on minerals and other natural
resources.

The state's role in the Afghan economy further expanded
after the coup in July 1973 in which Daoud declared
himself President of the Afghan Republic. Daoud
enunciated a policy emphasizing the role of the state,
particularly in developing heavy industries. To
promote this policy, banks were nationalized. With the
takeover of the major commercial bank--Bank-i-Melli--in
1975, a number of private enterprises in which it had a
majority shareholding also became part of the public
sector. The government also increased its involvement
in the economy through takeovers of ailing or abandoned
enterprises. The private sector, however, remained
active in light industries and handicrafts as well as

19 August 1986
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in retail trade and transportation. [ | 25X1

The Marxist Approach

Despite regime claims that it intended to socialize

completely the Afghan economy and a publie emphasis on

the virtues of a planned economy, the Marxist regime in

Kabul has quietly pursued a policy of developing a

mixed public and private economy. Immediately

following the Communist coup of April 1978, the Taraki

regime nationalized several large enterprises still in

private hands and attempted to crack down on the

private sector. These actions resulted in strong

publiec protests and a serious drop in economic

activity. In an effort to reverse these trends, the

Karmal regime--installed during the Soviet invasion of

December 1979--abandoned a number of the previous

government's anti-private enterprise policies.

| . . the 25X1
only takeover since April 1978 has been a rayon textile

factory in 1985--as a result of bankruptey. ‘ ‘ 25X1

Although the Kabul regime has focused its attention on
developing the public sector, it has continued to allow
the private sector to function with relatively little
interference and recently has publiely advocated an
even greater role for private enterprise in the Afghan
economy. On 5 July, for example, Afghan Communist
Party leader Najibullah addressed a group of private
entrepreneurs in Kabul and called on them to "step up
their activities in supplying the required goods and in
improving the country's economy and the living
conditions of the people.” | | 25X1

The Role of the Private Sector

At present, the private sector accounts for 82 percent

of Afghanistan's gross domestic product,’ | 25X1
\ | The agricultural sector-- 25X1
which accounts for more than 50 percent of national
income--is still largely in private hands, and the

regime claims that the private sector accounts for more

than 50 percent of total industrial production.

Although most large industrial and mining projects are

under state control, a number of light industries and

most of the handicraft industries, such as

carpetweaving, remain in the private sector,\ \ 25X1
Between 75 and 85 percent of 25X1

19 August 1986
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25X1

all domestic retail trade and about 45 percent of
foreign trade are carried out by private firms, and the
regime estimates that 70 percent of the country's

transport vehicles are privately owned and operated.
25X1

The private sector also provides the government with

much needed revenue and foreign exchange. The regime

relies on taxes collected from businesses in Kabul and

on import duties as two important sources of revenue,

according to press reports. [::::::::] 25X1

The government suffers from a shortage of foreign
exchange because of chronic balance-of-payments
deficits. It has turned to the money bazaars to supply
it with the funds necessarv to finance foreign trade,

| The money bazaars 25X1
continue to operate with relatively few restrictions
under the current regime, | \ 25X1
| | Money changers are 25X1

free to set daily market exchange rates--which they
determine by listening to foreign radio broadcasts of
international currency rates--and to open foreign
currency accounts in banks abroad. Most of the union's
110 members have partners in Dubai who provide them
with links to Pakistan. 1In return, the money changers
supply the government with foreign exchange at a
preferential rate. We believe that regime data
understate the extent of private-sector economie
activity because of widespread bartering, smuggling,
and other unofficial economic transactions that are not
reported‘ ‘ 25X1

Regime Support for Private Sector

In a recent address before the Economic Consultative
Council, Afghan Prime Minister Keshtmand announced the
regime's plans to adopt a new law for private
investment. While giving few specifies, he asserted
that it would include measures designed to stimulate
and regulate private enterprise. The regime is
particularly interested in attracting private
investment in industry and in inereasing the use of

private transport vehicles to carry state goods,
especially to the provinces. [J’] 25X1

The government is currently trying to encourage private
investment in industry through the use of various

19 August 1986
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incentives:
-- privately owned factories are exempt from taxes
for up to their first four to six years of
operation, according to official Afghan press
statements.
-- interest rates on loans extended by state banks
for private investment in industry are as low as
6 percent--about half the rate for other
borrowers, | | 25X1
-- credits are provided by the state to private
industry; during 1985, an equivalent of $2.3
million was extended, | | 25X1
25X1

The regime's preferential tax and credit policies are
probabhly designed to increase private investment in
government-targeted areas. [:f:::::j 25X1

In addition, Kabul has given prominence to private
entrepreneurs and traders on the Economic Consultative
Council (ECC). The ECC--an economic advisory body
under the Council of Ministers--was reconstituted in
February to expand the role of private businessmen in
the development of economic policy, according to
official government press reports. But the council has
no real power; its expansion was probably an attempt to
broaden the regime's base of support. The regime has
also encouraged the creation of mixed public and
private enterprises with state participation not to
exceed 40 percent, according to the IMF. [:::::::j 25X1

Kabul 's Motives

We believe the Marxist regime's current support for

private enterprise is motivated by necessity. At

present, the regime has neither the ability to

centralize the economy nor sufficient political control

to regulate the private sector effectively. The

proposed new private investment law may be an attempt

by the regime to establish some degree of control over

this sector. [:::::::] 25X1

The regime also wants to compensate for reduced Soviet
economic aid to Afghanistan. Such aid has been cut
from approximately $703 million in 1980 to $325 million

19 August 1986
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25X1

in 1985, the latest year that data are available.
Furthermore, this aid has been targeted primarily at
investment in infrastructure and mineral exploration
and development. As a result, the regime suffers from
a shortage of investment capital for industrial

projects necessary for economie development. [:::::::j 25X1

Kabul's growing public support for private enterprise
may also be an attempt to expand the regime's
popularity and enhance its legitimacy. The government
has tried to gain cooperation from important economic
groups in Afghan society, such as small businessmen and
traders. In June, for example, Afghan Communist Party
leader Najibullah announced the regime's support "for
private investors and national traders" and claimed it
would "provide all necessary facilities in this

area." He called on them "to put their capital into
circulation for the prosperity of Afghanistan and the
construction of a new society." | | 25X1

In recent months, the regime has also tried to gain

popular support by portraying its policies as

nationalist rather than Communist. Rhetorie in favor

of private investment may be an attempt to reinforce

this notion. | | 25X1

Outlook

The regime's policies are unlikely to encourage
significant private investment in large-scale
industries. The poor security conditions as well as
fear that the regime will eventually nationalize
industries or otherwise crack down on the private
sector in the future make such large investments
unattractive to private investors. However, we expect
private enterprise to continue to play a major role in
sectors such as retail trade, transportation, and
handicrafts, where investment costs--and therefore
risks--are lower. Smuggling and other unofficial
economic activities will also continue to flourish. If
the regime were to consolidate its political control,
we believe it would try to manipulate the private
sector and eventually eliminate it in favor of a state-
run economy. 25X1
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